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Voluntary Disclosure and the Cost of Equity Capital
— The Relation between Some Disclosure Measures and Earnings-Price Ratio

Satomi UCHINO

Abstract

This paper empirically examines the relation between the level of voluntary disclosure and the cost of
equity capital among Japanese firms. It is difficult to quantify the level of discretionary disclosure. The
disclosure rankings produced by the Security Analysts Association of Japan (SAAJ) tend to be limited to
the large companies followed by many analysts. In order to acquire a large sample, the paper suggests six
proxies for voluntary disclosure including the release date of Flash Reports, membership of the Japan
Investor Relations Association, and the mailing date of the notice of shareholders’ meetings. The cost of
equity capital is measured by the earnings-price ratio. Overall, the paper finds negative relations between
the level of voluntary disclosure and the cost of equity capital. The cost of equity capital decreases in
disclosure measures after controlling for cross-sectional variation in firm size, market beta, the long-term
trend of earnings and growth, industries and years. The results are also driven by firms owned
substantially by non-Japanese investors. The paper assumes that these firms suffer from information
asymmetry with the capital market more than firms with less non-Japanese ownership.
Key words: Voluntary Disclosure, Cost of Equity Capital, Information Asymmetry, Disclosure Measures,

Earnings-Price Ratio.
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NRAWVA CEFTNI

N THE EREE BME O S1WSN hRfE E3WST BAME
EPR 4,963 0.087 0.076 0. 000 0.040 0.070 0.113 1.115
CLUS 4,963 0.487 0.500 0.000 0.000 0.000 1.000 1.000
MJIRA 4,963 0.157 0. 364 0. 000 0.000 0.000 0.000 1.000
POST 4,963 0. 140 0.347 0. 000 0.000 0.000 0.000 1.000
LAG 4,963 0.552 0.497 0.000 0.000 1. 000 1.000 1.000
LASSET 4,963 25.203 1.406 20.434  24.192 24.987 26. 061 30.291
BETA 4,963 1.043 0.497 -0.583 0.714 1.035 1.350 3.665
CHROA 4,963 0.008 2.568 -55.305  -0.122 0.013  0.191 46. 489
CHSAL 4,963 0.005 0.085 -0.397  -0.037 -0.007 0.026 1.113
NOJPN 4,879 0.066 0.089 0. 000 0.009 0.028 0.096 0.780
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EPR 3,642  0.088 0.076 0.000 0.039 0.071 0.116 1.115
CLUS 3,642 0.507 0.500 0.000 0.000 1.000 1.000 1.000
MJIRA 3,642 0.177 0.381 0.000 0.000 0.000 0.000 1.000
POST 3,642 0.167 0.373 0.000 0.000 0.000 0.000 1.000
LAG 3,642 0.505 0.500 0.000 0.000 1.000 1.000 1.000
ENVI 3,642 0.108 0.310 0.000 0.000 0.000 0.000 1.000
BOAR 3,642 0.941 0.236 0.000 1.000 1.000 1.000 1.000
LASSET 3,642 25.226 1.426 20.434  24.202 24.991 26.097 30.291
BETA 3,642 1.012 0.505 -0.583 0.680 1.004 1.318 3.665
CHROA 3,642 0.034 2.869 -55.305  -0.116 0.024 0.207 46. 489
CHSAL 3,642 0.002 0.083 -0.397  -0.039 -0.009 0.025 1.113
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%3 Pearson OHRRY
EPR CLUS MJIRA POST LAG ENVI BOAR LASSET BETA CHROA CHSAL

EPR -0.075 -0.175 -0.159 -0.051 -0.156 -0.008 -0.218 -0.016 0.074 -0.027
0.000 0.000 0.000 0.003 0.000 0.651 0.000 0.365 0.000 0.116
CLUS  -0.070 0.103 0.156 0.364 0.066 0.074 0.053 -0.008 -0.009 0.061
0.000 0.000 0.000 0.000 0.000 0.000 0.002 0.631 0.619 0.000
MJIRA  -0.151  0.092 0.316 0.190 0.304 0.028 0.449 -0.084 0.047  0.069
0.000  0.000 0.000 0.000 0.000 0.104 0.000 0.000 0.006 0.000
POST  -0.131 0.133  0.289 0.202 0.214 0.044 0.372 -0.054 0.056  0.000
0.000 0.000  0.000 0.000 0.000 0.010 0.000 0.002 0.001 0.990
LAG -0.052 0.259 0.141 0.151 0.117  0.019 0.117 -0.043 0.029 0.075
0.000 0.000 0.000 0.000 0.000 0.276  0.000 0.013 0.095 0.000
ENVI 0.023 0.412 -0.121 0.021 0.004
0.181  0.000 0.000 0.216  0.837
BOAR 0.064 -0.019 0.018 0.010
0.000 0.263 0.300 0.572
LASSET -0.185 0.051 0.427 0.331 0.070 -0.195  0.097 -0.005
0.000 0.001 0.000 0.000 0.000 0.000  0.000 0.774
BETA  -0.047 -0.032 -0.110 -0.078 -0.016 -0.204 -0.013  0.044
0.001 0.028 0.000 0.000 0.292 0.000 0.458  0.011
CHROA  0.059 -0.004 0.043 0.054 0.020 0.094 -0.023 0.102
0.000 0.773 0.003 0.000 0.169 0.000 0.126 0.000
CHSAL -0.058 0.051 0.080 -0.004 0.069 0.024 0.042 0.122
0000 0001 0000 0793  0.000 0097 0005  0.000
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POST -0.006 0.002 0.009 POST -0.006 0.003. 0.033
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YEAR2000 0.007 0.002 0.003
YEAR0; 0.011 0.002 0.000 YEAR20: 0.005 0.002 0.031
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0.000
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